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Executive Summary

KPEP has continued during Quarter 3 to provide focused and strategic support to identified sectors

with an emphasis on activities that catalyze business expansion.

This quarter has been crucial in consolidating the activities in support of seasonally defined
sectors, especially the vegetable sector. Grant support, initiated during Q1 and awarded in Q2
has seen the completion of all but 2 programmed pack house and processing facilities during Q3.
The completion of the balance will take place during early Q4 in time for the marketing season.
Total cold storage capacity installed is now increased to 4,700m?. Additionally, appropriate study
tours and business to business meetings have been concluded during this quarter, reinforcing the
utility of new pack house aggregation points as well as increasing pre planting off take agreements
between producers, processors and aggregators. The B2B vegetable conference initiated by
KPEP finally resulted in pre planting demand for an additional 6,500 mt of fresh produce into both
the export and processing sectors. The 4 processing firms mentioned in Q2 as expressing keen
interest in increased and contracted off take have continued to engage with producers during the
course of the production season. Early indications now are that seasonal vegetable off take is
likely to be at least 250% of that recorded the previous harvest season. Target plantings of
improved varieties as well as the use of improved planting technologies have been achieved of
exceeded, with an outstanding achievement of doubling of the target for early plastic mulch use
with 100Ha planted. These achievements should result in much higher yield and quality
parameters. Of note this quarter has been the increased interest from Western European markets
in importing produce from Kosovo. It is likely that the Kelmendi group will for the first time add

Kosovo fruit and vegetables to their distribution in Germany and the Low Countries.

The Dairy sector has continued to build on the achievements the process sector in increasing
marketability of product, driving import substitution and improving the position of Kosovo Dairy
products in the market. The consumption of dairy product continues to grow and although all major
firms are seeing increased local market sales and early indications are that local sales are
increasing markedly. KPEP has continued with its strategy of improving product quality into the
dairies. The projected seasonal increase in supply arrived about 3 weeks later than usual, but for
the first time, there was no off take problem — processors managed to buy the increased supply,
process and market into the local market. Demand was augmented by the opening of a new

market for fresh milk to Albania — the first of its kind. KPEP was notably effective here in



galvanizing support from the public sector resulting in a reversal of the Albanian government’s
position on customs valuations which would have prevented this export. The ongoing collaboration
with the Kosovo Veterinary Agency, Ministry of Agriculture and Producers and Processors
Associations in implementing a national quality standard pricing system has seen increased milk
guality tests and improved processor — producer communication. Target sample numbers have
been exceeded with 1,700 samples per month being analyzed through the public laboratory.
Automated farmer feedback systems have continued to be worked on this quarter and the EU
twinning project has agreed to partner KPEP in the final development of this innovative solution.
During Q3, the annual dairy promotion campaign was run culminating in a public media event on
National Milk day on 1* June. The campaign was marked by increased public awareness to “buy
local” through improved media campaigns which this year featured a social network campaign and

successive in store promotions which were particularly successful.

In addition to the dairy sector, the largest firm in the poultry sector, Konisoni continues to work on
the implementation of its EU grant for expansion. Fresh meat sales have exceeded all
expectations. Early marketing support to the firm had focused on increasing demand through the
establishment of rotisserie outlets to increase awareness of the local quality. This was quickly
overtaken by unprecedented market demand. Konisoni produce is now available in all major
supermarket outlets and butcheries. Public demand for the more expensive but fresh meat is
increasing rapidly and the firm cannot yet keep up with the demand. KPEP continues to work with

the firm on developing its market position.

Like the dairy sector, the Non-Wood forest (NWFP) sector has emphasized quality, through
increased emphasis on HACCP and Bio standards for products and processes. The target to
achieve HACCP certification for at least 3 firms is well on its way with one firm qualifying and the
other 2 close and due for completion in early Q4. Completed technical and grant support to NWFP
firms has put them in good positions to capitalize on the seasonal off take during Q3 and Q4.
Market linkages have continued to be reinforced with the visit of one of the largest European
importers of herbs - Sonnentor, to KPEP client APS in Istog. Their intention is to increase the
supply of cultivated herbs. 2 other visits by other importers are expected in Q4. The cultivated
raspberry establishment trials inStrpce/Shtrpcahave performed well and have stimulated the
demand for increased production inStrpce/Shtrpcaand Dragash/Dragas using these trials as

sources of planting materials. Hit Flores in Dragash/Dragas initiated its projected expansion this



guarter which should be fully operational during Q4. Very early indications are that the target of

40% increase in NWFP sales should be achieved.

The Forestry sector has continued to prepare the forestry industry — public and private for the
anticipated Forest Stewardship Council (FSC) certification of the Kosovo industry standard
developed in the last work plan year. Final comments have been received from FSC in Bonn
during Q3 and the standard now in approvable format following final standards development group
edits. In preparation for the certification, KPEP has continued to train public forest managers in the
implementation of this standard such that upon final authorization by the FSC. Trainings have
taken place this quarter in Dragas/ Dragash, and Kacanik/ Kacanik. Additionally the internal audit
function of the ministry has been reinforced with appropriate training — in Kosovo and as part of an
audit visit in Croatia. The Chain of Custody (CoC) processes have been developed and are in final
form for publication as a booklet during Q4.

The allied Wood Processing sector has been actively engaged during Q3 in promoting improved
guality of production, enabling better competition with imported furniture. This has been done by
specific technical and firm management trainings to targeted firms, support to the Association of
Wood Processors (AWPK) as well as effective participation in regional and appropriate European
trade fairs. Of particular note this quarter has been the effteive participation and resulting market
presence in Montenegro and Macedonia. Lesna In Design, Gacaferi , Ahikos and Hilmi Deva
Companies all increased capacities and local market presence through the opening of new
facilities this quarter. Early indications are that imports of raw materials specifically for furniture
industry have increased by 20% implying that sales will be very positively reflected. The larger
firms are now in a position to begin taking on the critical chain of custody management practice

that will put them in a stronger market position in the coming year.

All Biomass support through grants has been finalized and firms are set to increase sales in the
season leading up to and through the winter. Market demand is strong and firms have no problem
putting their entire product into the market. The challenge remains here to increase capacities
even further as the industry passes its proof of concept phase. Interest is being felt from the
European market as legislation regarding renewable energy begins to take effect. Demand for high

quality pellets will far exceed supply capacity.



The construction sector has continued to focus during Q3 on concluding the training for road
engineers and the closure of the arrangements for the effective development of a sustainable
heavy equipment operator training course. In May 30 participants, from public and private sectors
graduated from a certified course for road engineers conducted at the University of Pristina. The
course was conducted by trainers from the Texas Transportation Institute (TTI). The effective
course has generated enthusiasm for the follow up course and opened opportunities for creative
ways to make this self-sustainable. The Heavy Equipment Operators Training Course (HEOTC)
has been carried out out at the premises of the KEK training center and 40 trainees are expected
to graduate early in Q4. Challenges have been overcome, with the full commitment of senior KEK

management and the follow on course should be well received.

The allied Construction Materials Sector has focused on subsectors with the greatest potential
for increasing employment through business expansion in the import substitution sector. Grant
support to the light manufacturing sector is almost finalized with grants approved to Rizam and
Brickos — both in the clay manufacturing sector. A grant to Vinex is still pending final resolution of
environmental concerns. Participation at the traditional import construction fair in Pristina by local
firms was very successful with increased awareness of quality and reliability of local products.
International standard accreditation for KPEP firm Ferplast was initiated with the visit of the

Austrian certification body as a pre audit requirement.

The long awaited administrative instruction for the licensing of architects and engineers was signed
by the Minister during this quarter and rapid progress is being made in forming the required
temporary board.

The Information Communication Technology (ICT) has seen the opening of the Kosovo Internet
Exchange point (KOSIX). All major internet service providers accepted this new opportunity and
within 2 weeks of the center being operational had structured the required peering agreements and

locally routed internet traffic was up to 10 time initial traffic estimates.

The interest from Indian investors continues to be cultivated with 2 firms showing particularly
strong interest. KPEP ICT sector lead is continuing to pursue these interests and in conjunction

with other supporting partners, it is possible that at least one firm will make initial investment



decisions during Q4. Additionally the pipe line of firms entering the ICT, and particularly the BPO
sector continues to show promise. Initial PBO grantee firm, ApdaptiviT is operational with support
from KPEP and the world bank CDF. Strong interest in IT incubation is being fostered by KPEP to
meet the anticipated demand from young firms entering this market and collaboration with
Norwegian consultancy firm Athaene was initiated this quarter. It is anticipated that this will lead to

full incubator establishment during Q4.

The Toursim sector has continued to focus on the development of the Kosovo integrated tourism
offerings and promoted these at regional tourism fairs. This includes the Dukajgini region
consolidated offering as well as the conclusion of the work on the wine tourism offering in
Rahovec. The wine tourism focal point with the focus in Rahovec/Orahovac has been opened
during this quarter and continues to contribute to increased tourism revenues for the region. The
continuous pressure in the international market place has begun to yield significant results. The
number of multi-country and cross-border tours experienced an increase of 50% compared to Year
2 (eight new tours this quarter); this increase fulfills the anticipated benchmarks by generating 10
times more international tourists hosted by KPEP’s clients and three times higher international

tourism receipts compared with last year.

Recycling has continued to receive support from KPEP this quarter with positive results in the
plastics recycling sector. Collection and processing of plastic waste has increased by 200%
resulting in increased revenues for collectors and improved market position of our recycling client.
Additionally this quarter, grant support to Ag group was finalized and the new paper recycling
facility in Pristina was opened, immediately entering into tissue production and reducing the

demand for imported raw materials.

The North Kosovo and Minorities Support Program has continued to show strong results.
Phase | and Il of the cash for work program in Northern Kosovo have been concluded with 26,000
work days supported. KPEP has continued to create demand for grant, technical and business
startup support and was instrumental in initiating a series of effective meetings in North Kosovo
with USAID partner programs. The new north Kosovo award including a new IEE report was
concluded this quarter but is still pending final approval — anticipated early in Q4. KPEP TA has
been successful in aggregating more than 100 firms interested in business grant support. These
will be screened as to potential early inQ4. Additionally, preparations have been finalized for the

launch of the business startup facility which is due to be initiated early in Q4.



The Work Force Development cross cutting component continues to provide crucial skills to the
workforce through curriculum development support for higher and vocational level education as
appropriate, as well as increasing the pace of our excellent internship offering. The internship
program activity has shown real promise and this is reflected in the attention being paid to this by
multiple donors. KPEP has organized a series of well attended meetings with public and private
actors, including USAID YEP, interested in the development of the labor market. During this
reporting period, the entrepreneurship activity that has covered 20 municipalities was drawing to a
successful close with anticipated formal closure early in Q4. Of note is the partnership with the
World Bank CDF in this activity where CDF will provide grants to business plan competition
winners. WD has successfully conducted planned internship programs this quarter with more than
400 interns actively placed. It is projected that more than 50% of these across all sectors will find
full time employment as a result of this.

The Business Enabling Environment (BEE) component continues to support all sectors in
improving the business environment as appropriate to the sector’s requirements. This has mainly
focused on the need to improve trade regulation and facilitation as well as licensing and
certification procedures. BEE has taken the lead in bringing together all relevant actors in support
of this. BEE continues to be instrumental in increasing the collaboration between stakeholders in
the expanding Economic Diplomacy Task Force. Additionally the component has been effectively
utilized in support of the move to producer associations into the more effective cooperative
structures. This has taken significant effort and 3 organizations will be restructured in Q4.
Additionally BEE has been called upon repeatedly this quarter in support of the resolution of trade
issues. In support of an improved business environment, BEE is working with SEAD to construct

standard form contracts for agriculture.

The Business support services (BSS) component, in addition to providing specific cross sectoral
support has focused on working with associations. These include producer associations, where in
conjunction with BEE, significant progress has been made in converting these to cooperative with
the direct benefit that they are able to trade directly — these will likely all be fully converted during
Q4. BSS continues to monitor association health through the regular measurement of the

Association Development Index.



Component 1: Increased Competitiveness of Key Sectors

Agriculture: Livestock

SAF Budget _
_ International STTA | Local STTA

Estimate

$114,000 40 days 152 days
Committed this quarter $40,000 0 20 days
Total committed to date $158,000 0 5 days
Remaining to be 0 0 days 20 days
programmed

Livestock Industry: Dairy

Objective 1: Sustainable improvement in milk quality (Ongoing)

Benchmarks
o KPEP anticipates this activity will result in an increase in the number of raw milk
samples analyzed at KVFA’s raw milk laboratory with field personnel collecting at least

1,000 samples per month.

With respect to the number of raw milk samples analyzed, field officers from the transparent raw
milk sampling project successfully collected raw milk samples from more than 90% of dairy
farmers in Kosovo who sell their milk through dairy plants. In the month of May alone, 1,712 milk
samples were analyzed at the Kosovo Food and Veterinary Agency (KFVA) raw milk lab. This
represents the largest number of milk samples analyzed by the KFVA raw milk lab. The results of
the analyses show improvements in somatic cell counts, which on the one hand means that the
animals are in better health. On the other hand, bacteria counts are still high, which tells us that

the milk handling procedure requires improvement, particularly at small-scale dairy farms, where



most poor quality milk originates. Overall, field results show that 60% of all milk produced by

commercial dairy farmers and delivered to dairy plants ranges from first to extra class quality.

o Bar code system on milk samples introduced and adopted by both processors and

producers

Head of the EU Animal Identification and Registration (IR) project, Tony Wilmore confirmed that
the Project would support the development of the software system that consolidates laboratory
test results and sends them as e-mail attachments to the coordinator of the transparent raw milk
sampling project. This process specifies farm and milk buyer codes for each sample and forwards
the results from the KFVA database to field agents, producers, laboratory and other stakeholders,
via email and SMS. The electronic delivery of raw milk test results is expected to be operational
by mid - August 2011.

o At least 40% of farmers sampled see an improvement of at least one quality grade.

The transparent raw milk sampling project database shows that, up to this quarter, 450 dairy
farmers or 48% of farmers sampled, have moved one class higher. Moving from class Il to class
I however is not enough; KPEP will work with field agents to achieve further improvements. The
main factors that will boost improvement in milk quality include (1) the uniform enforcement of the
milk quality decree and (2) uninterrupted functionality of the KFVA raw milk laboratory. These are
the main challenges, and since field agents have no control over them, it is the government’s
responsibility to enforce the milk quality decree and to ensure the consistency of raw milk

laboratory testing.

¢ The additional income of these farmers is at least €140 per year, per animal milked

Upon the completion of the transparent raw milk sampling project, the project will collect records
on the income of farmers per animal milked, but quality increases and nation-wide enforcement of

the milk quality decree will guarantee revenue improvement.

Additional Achievements
For the electronic delivery of raw milk test results to be successful, KFVA IT officials asked field
agents to collect farm holding numbers. These numbers allow the software to deliver the raw milk

test results electronically.
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Challenges

¢ The milk testing equipment frequently malfunctions and can take weeks or months to service.
This interrupts the milk testing system and contributes to a lack of credibility in the milk quality

control program.

Activities Planned for the Next Quarter
¢ Develop the SMS data transfer system to alert processors and suppliers (Ongoing)

¢ Uniform enforcement of milk quality decree

Sample gathering at a milk farm
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Livestock Industry: Dairy

Objective 2: Improve quality and variety of dairy products (New)

Benchmarks

e Four dairy technologists and one private dairy consultant trained
This activity was completed in the previous quarter. As a result of U.S.-based training, two new
dairy products will be developed by the end of 2011.

o A measurable increase in product shelf life of products from target firms

Regional STTA Dragi Mihajlov conducted trainings at the Kabi dairy plant to transform the
technological process for producing liquid yogurt. This involves altering the PH value from pH 4.25
to pH 4.65, before finishing yogurt fermentation. Yoghurt with an extended shelf life can be
produced if the fermentation is completed at the pH 4.65 level. Shelf life determinations are still to

be made.

¢ A measurable improvement in milk conversion ratios in target firms

KPEP engaged a regional dairy consultant to (1) assist dairy processors in the HACCP
implementation process, (2) improve the cheese manufacturing process and (3) lower the costs of
production through an improved conversion ratio of milk to cheese yield. At Rugova dairy, the
standard had been 7.5 liters of milk per kilogram of cheese. The improved cheese making

procedures now uses 5.5 liters of milk per kilogram of cheese — a 26% improvement in efficiency.

o At least two new dairy plants become HACCP certified

The implementation of HACCP practices by dairy facilities is a lengthy, highly detailed and labor
intensive process. It requires commitment on the part of management and the entire staff to
successfully implement the HACCP control system. KPEP is working with two dairy plants - Kabi

and Rugova - to assist them in acquiring HACCP certification. Based on the consultant’s

12



recommendations, Kabi and Rugova divided the production units inside their premises, and
completed a new floor plant design and equipment lay out in compliance with HACCP
requirements. With the new floor plan, the cross-contamination paths in the dairy plant have been
eliminated. In addition, the STTA delivered the process manuals for transport, hygiene safety

regulations, training and equipment calibration.

e Target firms introduce at least two new dairy products to the market
Devolli is building a new dairy plant, where it plans to install a new fruit yogurt line. The value of
the investment is over € 1 million. KPEP anticipates that fruit yogurt will be introduced into the

market in November.

Challenges

e Though the Sharri dairy technologist has already acquired the skills for the commercial
production of Gouda cheese with seasonings, the process requires a specialized cheese vat,
which will likely be purchased with the support of a CDF grant. The cheese vats are only
manufactured once an order is received and take approximately 60 to 70 days to produce. KPEP
anticipates that seasoned Gouda cheese will be introduced into the market next quarter.

Activities Planned for the Next Quarter

. KPEP will train an HACCP team to set up the Critical Control Points (CCP) in the dairy

plant and thoroughly explain the four regulatory requirements: monitoring, verification, record

keeping and corrective actions.
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Livestock Industry: Dairy

Objective 3: Improve product marketing and business relationships (Ongoing)

Benchmarks

e Dairy Imports will decline by at least €2 million during the 12-month period starting
October 1, 2010 and ending September 30, 2011, reflecting an increase in market share by

domestic producers

The World Milk Day Event proved to be an ideal opportunity to launch the dairy consumption
education and awareness campaign in order encourage consumers to buy local dairy products.
The dairy campaign partnership of MAFRD, Producers and Processors Association and KPEP
placed billboards in 15 prominent places throughout Kosovo and carried out point of sales
promotion. Republica, the consulting firm that implemented the dairy promotion campaign,
reached an agreement with the ETC retail chain to use its storage space for promotional activities
in cities throughout Kosovo. Consumers had the opportunity to taste domestic dairy products and
were encouraged to buy them. The dairy campaign culminated with the organization of the World
Milk Day event that took place on Mother Theresa Street. National media outlets widely covered

the event.

Left: Dairy
products
promoted in a
supermarket.

Right: Minister of
Agriculture
marking the
World Milk Day in
a USAID
sponsored event
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Left: Billboard
promoting dairy
campaign

Right: Mary
Hobbs of USAID
and Blerand
Stavileci Minister
of Agriculture

Increase of €1.5 million in farm gate value of sales of dairy products

According to PBMS data from the same period last year, KPEP dairy clients experienced an

increase in sales of € 1 million during the period up to the end of Q3.

e At least 20,000 school children benefit from the 2011 school milk promotion drive
The dairy educational school program was held in the six largest elementary schools throughout
Kosovo: Ismail Qemali and Hasan Pristina in Pristina; Thimi Mitko in Gjilan; Tefik Qanga in

Ferizaj; Zekrija Rexha in Gjakove; and 8 Marsi in Peje.

At each school, a class hour for 5" grade students was dedicated to the dairy educational
program. Students learned about the important benefits of milk and dairy products as part of their
daily diet. They also learned about the importance of consuming domestic products. Students
received informational flyers and Lara-branded notebooks following their participation in the
program. Beyond the school dairy educational program, a Lara Facebook fan page was
established to provide information to children and parents alike. The page was launched on June
1, has already received 7,200 likes, approximately 100,000 post views and more than 400

feedbacks.
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Activities Planned for the Next Quarter

° Maintain the Lara Facebook Fun Page

Left:
Lectures at
schools.

Right: Lara
Facebook
page with
more than
7000 likes.
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Livestock Industry: Dairy

Objective 4: More effective dairy policy (Ongoing)

Benchmarks

e At least one trade policy impacting the dairy sector adopted by the Government of
Kosovo.

Over the past five years Kosovo dairies have produced a surplus of raw milk during the summer
season. Because Kosovo dairy farmers have faced (1) difficulties in marketing surplus milk (2)
liquidity problems and (3) an inability to finance stocks of dairy products, collection of raw milk

either ceased or was reduced.

This year, for the first time there were no quantity restrictions in raw milk collection by dairy plants.
Bylmeti, a KPEP dairy processing client, established a market agreement to export fresh milk to
Albania, since Albanian dairies traditionally cannot keep up with demand during the spring and
summer tourist seasons. The export of raw milk to Albania started in May. The export was
initiated with an initial transport support of €0.05/liter as risk buy down from KPEP for a maximum
of 60,000 liters. To date, more than 120,000 liters of pasteurized milk has been exported to

Albania.

e Albanian authorities did not initially honor the transaction value of the product (€ 0.25 per
liter). Instead, they imposed an arbitrary reference price of €0.55 per liter to the import. A VAT of
20% was charged on this reference price, which made no economic sense from the export
perspective. As a result, Bylmeti was prepared to cease the export and reduce purchases from
farmers. KPEP decided to raise the issue with the Minister of Trade and Industry, who took up the
issue personally with her counterparts in Albania. As a result, the Albanian authorities reversed
their position and accepted invoice values. Kosovo dairy producers continue to export pasteurized

milk to Albania and a new market for Kosovo dairy products has been opened.
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e In cooperation with Bylmeti dairy and CFF (Crimson Finance Fund) Graganica municipality
has launched a project to support minority dairy farmers to increase their dairy herd. Using
borrowed capital, farmers purchased pregnant heifer. Bylmeti dairy plant provided a guarantee to
commercial banks by paying monthly installments through milk vouchers. The municipality will
provide milk cooling tanks. KPEP is actively engaged in this project by donating portable milking
machines to the first eight small scale dairy farmers and appropriate dairy management practices
the farmers.

Challenges
. Though there was initial disagreement on reference pricing, documentary evidence was

presented and Kosovo government officials resolved the issue with their counterparts in Albania.

Activities Planned for the Next Quarter

. Support the enforcement of bilateral trade agreements between Kosovo and Albania.

18



Livestock Industry: Poultry

Objective 1: Expand poultry sector in Kosovo (New)

Benchmarks

o Konsoni broiler sales will increase by at least 50%, from 1,500 to 2,250 birds per day

One of the most significant obstacles for growth in the Kosovo poultry meat sector has less
expensive imports from Brazil and the US, coupled with low income levels for the majority of the
population. Lately however, consumers have demonstrated a willingness to pay a premium price
for fresh broilers. This development has opened the possibility for local producers to capture a fair

share of the market.

Consumer willingness to pay a premium price for fresh birds enabled Konsoni, the largest broiler
company in Kosovo, to maximize its profits and help the industry to develop. In order to improve
competitiveness and meet the growing demand for fresh poultry meat, Konsoni is setting up a
new broiler slaughtering line (with assistance from the EC rural grant scheme) with a slaughtering
capacity of 4,000 birds per shift. The new slaughtering line will be operational by mid next year,

more than tripling the firm’s capacity.

o At least three lead farmers begin turkey production with identified end markets for first

year product.

Because there was no interest among poultry farmers to grow turkeys for commercial purposes at

this time, this activity was dropped.

19



Additional Achievements
Aves Prom is finalizing the construction of a modern broiler farm with a capacity of 4300 birds per

cycle. Commercial broiler production, especially in North Kosovo, is a welcome mechanism to

increase the supply of fresh poultry meat in the region.

Challenges
. Due to a change in environmental regulations, Konsoni asked KPEP to alter its grant

agreement. As a result, instead of purchasing mobile broiler grilling units, the company will seek
to purchase refrigerators that will be placed in retail stores and used to market fresh poultry meat.

Activities Planned for the Next Quarter

o Finalize the Konsoni grant agreement for purchasing refrigerators to market fresh broiler
meat.
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Agriculture: Fruit and Vegetable

SAF Budget International Local STTA

Estimate STTA

$200,000 24 days 100 days
Committed this quarter $0 0 0
Total committed to date $299,940 0 0
Remaining to be

0 0 0
programmed

Agriculture: Fruit and Vegetable

Objective 1: Improve fruit and vegetable production (Ongoing)

Benchmarks
o At least 10 farmers begin new hybrid variety cultivation previously demonstrated

through pepper test trials in Year 2.

This quarter, 12 farmers from the Perdrini association planted new pepper hybrid varieties across
five hectares of open field cultivation. KPEP supported the promotion of mulch and drip irrigation
systems in open field cultivation of peppers, watermelon and melon. KPEP also promoted the first
module plantation machine of its kind in the Balkans. Located in Krusha e Madhe, the machine
facilitated the planting of 20 hectares of grafted module watermelon seedlings.

The Elkos group entered into an agreement with the Perdrini association at the beginning of the

season. This resulted in the doubling the output of vegetables in the Krusha e Madhe region.

o At least five hectares of hybrid peppers produced with a commercial off take of 200 MT.

Five hectares were planted using new pepper varieties in the Anadrini area. The expected yield is
400 Mt.
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e At least one new greenhouse seedling producer will enter the market for field
vegetables.

Nothing to report this quarter.
e At least 50 new hectares of plastic mulch will be applied, extending the length of the
season for tomato, pepper and watermelon production.

Farmers in the Anadrina area planted more than 100 hectares using (1) plastic tunnels for early
season cultivation and (2) mulch for further cultivation, which enhances the quality and

productivity of cultivated vegetables. This technology also significantly extends the growing

season.

KPEP awarded a grant to the Perdrini Association for a module seedling planting machine.

e At least five input suppliers will begin providing extension services to grower clients,

supported by local consultants as well as interns.

These services will likely be included in the new greenhouse program, with additional support
from Israel MASHAYV. Prior to the close of this quarter, KPEP compiled a list of 100 farmers who
accepted the Israeli greenhouse package. KPEP also worked with the Community Development
Fund (CDF) to secure grants from the World Bank valued at €3,000 per unit (total €300,000) and
from Raiffeisen Bank so that each farmer could pay the €7,200 required for the greenhouse
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package. The ADAS BIO farmers association also recruited 30 farmers who agreed to be part of

the project and who expressed an interest in the Israeli input package.

o At least one seedling producer will begin automated seedling grafting and supply these

to the market.

The Fidanishtja e Godancit microenterprise is involved in greenhouse construction and vegetable
seedling production. The microenterprise invested €50,000 to construct a nursery greenhouse for
the grafting of seedlings. The organization successfully completed the first phase of the KPEP
grant award for the Robot Grafting Machine, the first of its kind in the Balkans. This technology
was first launched in Europe in 2006.

e At least one mushroom cultivation farm will begin operation.

Over €1 million has been invested in a Klina-based mushroom facility that will begin producing the
Eriingy mushroom variety in October 2011. Kosovo plans to export these mushrooms to Western
Europe, with the goal of replacing China as the main exporter of this variety of mushroom to the

European market.

e At least one company will enter commercial sterilized compost production for

mushroom production.

KPEP is currently in negotiations with the King Mushroom Company -- a part of the Dutch-South
Korea-Kosovo partnership -- to facilitate production and promote mushroom compost production
for the Shiitake mushroom variety. The production will be exported to Western Europe and KPEP

plans to solicit advice from a regional STTA on mushroom compost production.

o At least 100 new semi-skilled jobs will be created in the mushroom sector.

At least 60 employees will begin working permanently in Eriingy mushroom variety production
beginning in October 2011. Additionally, at least 100 farmers will benefit from Shiitake mushroom
cultivation after receiving compost from King Mushroom. These farmers will cultivate 8 to 12 tons

of mushrooms per month.
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Additional Achievements

An additional 19 agribusiness companies agreed to become KPEP clients in order to improve
their financial and other data that is part of the KPEP Performance Based Monitoring System
(PBMS). This brings the total number of fruit and vegetable client companies to 25.

Three client companies -- DST Product, Agroalbi, and Antonije -- received grants for greenhouse
central heating systems that will extend vegetable cultivation for up to a total of 10 months.
Agroalbi will use this heating to dry vegetables for spice production.

The Antonjije Company in the village of Vaga,
Zubin Potok Municipality; KPEP awarded the
company with a grant to install a greenhouse
central heating and a cold chamber for

vegetable storage.

Activities Planned for the Next Quarter

. Kosovo agribusiness stakeholders and farmers visit Israel. KPEP has prepared a list of
participants and a visit is scheduled for October 2011.

. Continue to work with the King Mushroom Company in Joshanica, Klina to launch
mushroom compost manufacture in Kosovo.

o Continue to facilitate coordination for the 10-hectare greenhouse package between 100
farmer applicants, CDF, Raiffeisen Bank and Israeli companies, to finalize the greenhouse arrival

in Kosovo in Q4.
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Agriculture: Fruit and Vegetable

Objective 2: Make collection centers fully operational (New)

Benchmarks

¢ Five medium and four small KPEP-supported pack houses will be fully operational in
Year 3.

With the exception of one medium and one small center that are in process of installing
equipment and will beginning operation next quarter, all vegetable collection centers that received
KPEP support for cold chambers and other equipment for vegetable storage operations, grading
and packaging, are operational.

The total storage capacity of pack houses is 1,220 m2 or 4,700 m3. These collection centers-pack
houses will increase tonnage of Class | packed vegetables. Furthermore, the increased storage
capacity will save approximately 1,000 Mt of vegetables from being ruined by frost.

¢ Facilitation of at least one large scale pack house in Kosovo for 2012.

KPEP is in the process of facilitating a public-private partnership to establish at least one large-
scale pack house that can serve as a modern facility in central Kosovo. KPEP facilitated the visit
of the Ministry of Agriculture’s senior advisor to travel to and learn from best practices in
Macedonia. The purpose of the visit was to better understand pack house scope and functionality.
In partnership with the NOA project, full design specifications for the pack house will be ready
during Q4. Commercial interest is already being seen at the supermarket chain Elkos indicates its

intention to be active in Xerxe.
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o At least one commercial apple storage facility established to serve the needs of at least

20 ha of production.

A Kosovo Diaspora investor is in the process of establishing a 400 m2 apple collection storage
center in Bllagaja, Peje.
The Elkos group pack house center, which will serve as a storage facility for apples cultivated in

the region, will be established in 2012.

Activities Planned for the Next Quarter

Continue fair visits in the region and in Europe that are related to post-harvest handling.

Agriculture: Fruit and Vegetable

Objective 3: Improve and expand vegetable processing capacity and technology (Ongoing)

Benchmarks

e Increase in vegetable processing capacity under HACCP certified conditions will lead to

increased export sales of at least 2,000 MT of processed products.

KPEP facilitated a B2B conference to secure vegetable raw material for two new vegetable
processors that will become operational in Q4. Ask Foods confirmed its interest in 1,500Mt of
peppers for processing. Hosa Fresh, as a new FDI investor, will begin pickling 200Mt of
processed vegetables. Ask Foods is already HACCP certified; Hosa Fresh will begin the
certification process in Q4. Both companies entered into an agreement with the Perdrini
association on the delivery supply of vegetables for processing. KPEP clients requested more

than 2000 tons of raw fresh peppers for processing.
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Hosa Fresh vegetable

grading machine.

e At least one new processor achieves HACCP certification.

Hosa Fresh (Edona S.a.r.| Switzerland — Kosovo), a new foreign direct investor in vegetable
processing has already installed a vegetable processing line with KPEP technical support. This
company requires further technical support on processing technology and HACCP certification.
Fitimi Krusha Cooperative (a former association of widowed women), “Grate fermere”, and Rizona
vegetable processors will begin the HACCP certification in Q4. KPEP offered support on
modernization and increasing new and existing capacities. KPEP will further facilitate this process
with technical support.

e Edona (Switzerland — Kosovo), a new foreign direct investor in vegetable processing will

complete its investment (with KPEP technical support) in a new processing unit.

Edona/Hosa Fresh completed its first phase €105,000.00 investment in a vegetable collection-
processing facility. The company will initially employ 15 workers and will increase employment to

70 workers in the second phase of the investment, which is planned for the end of 2011.

Additional Achievements
KPEP supported Ask Foods, Bio Pak and Kelmendi GmbH to find export markets in the U.S.
KPEP linked these companies with Rugova trading in New York while at the Fancy Food show in

Q3.
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Challenges

° We found it challenging to identify a vegetable processing line manufacturer that both (1)
supplied processing lines and (2) offered training on vegetable processing. KPEP is working with
the IPSIA project in Kosovo, which has offered the help of a vegetable technologist free of charge
(with the exception of accommodation).

Activities Planned for the Next Quarter

° Research and identify vegetable processing manufacturers in the region in order to
establish a vegetable processing line for Hosa Fresh as quickly as possible.

o Continue facilitation between Ask Foods, Hosa Fresh, Fitimi, Intercoop, Bio Pak and
farmers’ associations to secure delivery supply of vegetables for processing.

. Follow up on the 400Mt export of watermelon to Switzerland for Edona and
Shalamultimarche.

. Work with vegetable processing companies that are in the final phase of implementation

with respect to granted machinery and equipment.

Agriculture: Fruit and Vegetable

Objective 4. Expand existing markets and penetrate new markets (Ongoing)

Benchmarks

Kosovo vegetable producers will:

e Export to at least one new market.

e Export at least one new crop for the existing export market.

e Provide the domestic market with at least two new products.

o Export at least 300 MT of the Cecei (Cila F1) pepper variety (tested in a 2010 test trial in
Kosovo) to Switzerland.

e Achieve at least 4000 MT in export vegetable sales.

e Achieve at least €1.2 million in export sales of vegetables.
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Kelmendi Gmbh
Manager Valdet
Kelmendi and KPEP
agricultre specialist
agreed on the export
of 4000 tons of

vegetables to Europe

All benchmarks will be realized during Q4 — the export season.

. Kelmendi GmbH has received a request from Sweden for 2000Mt of preserved cabbage, to
be fulfilled in Q4, 2011.
. KPEP facilitated a delivery supply with the Switzerland-based Shalamultimarche Fruit and

Vegetable trading company for 200Mt of watermelon exports from Kosovo for the 2011 season.

. The Dorucan watermelon and Sariga melon variety tested last year will be promoted to the
domestic market this year.

o Edona S.a.r.| agreed to export all of its cultivated Cecei (Cila) pepper variety to Switzerland.
The company also agreed to export the Abide pepper variety.

. Elkos and Perdrini agreed on the delivery supply of 2000Mt of peppers; they also entered
into an agreement with Mamusha farmers for a 2000Mt supply of tomatoes.

. Perdrini and Intercoop, a potato processor, agreed on a 200Mt potato supply with a value
of €32,000. KPEP worked with Perdrini and other commercial client farmers on a 4200Mt local

delivery supply of vegetables for 2011.

The Fruit and Vegetable conference, a B2B conference that took place at KPEP, was instrumental

in cultivating local interest for 6500Mt of vegetables for export and for local processing.

Two Perdrini commercial farmers rented land in Albania with the goal of planting watermelon in

the early season and subsequently continuing to export watermelons cultivated in Kosovo.
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The total amount of vegetables to be exported in Switzerland through KPEP facilitation is 400Mt

for export.

KPEP facilitated a total export offer to Europe of 2,000Mt of fresh fruits and vegetables and
2,000Mt of fruits and vegetables for processing for 2011; this activity took place during a visit to
Kelmendi GmbH in Germany and included the facilitation of local vegetable delivery supplies of
4,000Mt as well as 4,000Mt of vegetables for processing. KPEP’s goal is to triple the amount of
local vegetables for export facilitation for 2011. KPEP clients involved in the fruit and vegetable
sector have secured approximately 12,000Mt of sales for Q4, with an average price of €0.22-
€0.30 cents per kg, or a €3.3 million projection for Q4.

Additional Achievements

KPEP worked with three client companies interested in attending the Fancy Food Show in
Washington DC from July 10 to 12, 2011. ASK FOODS and BIO Pak delivered product samples
to RUGOVA TRADING, a U.S. based food distributor. A contract between these companies will

secure more Kosovo exports to US and EU.

Activities Planned for the Next Quarter

. As a facilitator of all aforementioned linkages, KPEP must now build on this momentum
during the busiest quarter for this sector. This includes working with clients to ensure that post-
harvest handling activities progress smoothly. The goal is to fulfill exports of fresh vegetables and
those destined for processing locally, regionally and in European markets.

. KPEP will make a concerted effort to follow up on the Fancy Food Show, especially action
items from meetings with Rugova Trading. This includes taking steps to register Kosovo
companies interested in exporting to the U.S. with the U.S. Federal Drug Administration (FDA).
After the European Union lifted preferential status for Kosovo products, the U.S. market remains
very attractive; KPEP facilitated participation in the 2010 Fancy Food Show in New York for both
USAID Albania and KPEP clients. Due to Kosovo processing capacities, companies were not
prepared to export to the U.S. in 2010 — a situation that is now reversed.

. Work with export companies, as well as with local hypermarket chains, to fulfill exports that

have been confirmed.
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° Prepare for the Diaspora business conference planned for the end of October 2011.
° Work with the Ministry of Agriculture, Kosovo Customs’ authorities and other stakeholders

avoiding any possible obstacles to vegetable export during the next quarter.

Agriculture: Fruit and Vegetable

Objective 5: Improve business practices of farmer associations (BSS new activity)

Benchmarks

At least five associations to be transformed into cooperatives

e This quarter, the Perdrini association in Krusha e Madhe has taken all necessary steps to
become a cooperative, complete with a new organizational structure.

e The Adas Bio association of Gjakova is in the process of undertaking the process of
transforming itself into a cooperative.

e The Perdrini association received legal advice on how to transform itself into a farmers’
cooperative. Perdrini became a full-fledged cooperative in Q3, with full business and legal
responsibilities.

e The Adas Bio board of farmers agreed to undertake the process of transformation and in Q4,

KPEP will finalize its support to Adas Bio on legal issues.
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Agriculture: Non Wood Forest Products

SAF Budget International Local STTA

Estimate STTA

$170,000 24 days 90 days
Committed this quarter $100,588 0 0
Total committed to date $100,588 0 0
Remaining to be $69,412 0 0
programmed

Non Wood Forest Products
Objective 1: Increase capacities by improved collection, processing and marketing

(Ongoing)

Benchmarks

e At least three new firms will acquire HACCP certification

During this reporting period, the Besiana Company acquired HACCP certification with the
support of the Sigma Company. APS is still in the process of securing HACCP certification as a
result of restructuring its operations. The MD Company, which supports Scardus Comp, the
Rugova cooperative and Agropeti Comp, has already completed all necessary documentation for
for initiating the HACCP certification for Scardus and Agropeti. Because the Rugova cooperative
lacked adequate infrastructure equipment for HACCP certification, KPEP awarded the
cooperative a grant to purchase this equipment in order to begin the HACCP certification
process. Agropeti and Scardus are expected to finalize the process within two weeks. Rugova is
expected to finalize the HACCP certification within a month because infrastructure equipment

upgrades have not yet been completed.
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e At least three new firms will acquire organic certification

Nothing to report during this quarter.

° Sales of NWFP will increase by at least 40% over 2010 levels

NWFP sales increased by 25% during this quarter; KPEP anticipates that sales will increase by
40% by the end of the collecting season. Prior investments carried out by leading companies in
the NWFP sector on the enlargement of processing, cooling and freezing capacities will serve as

a foundation to further increase NWFP sector sales in the coming years.

e At least three new retail brands enter the market

Nothing to report this quarter.

Additional Achievements
New buyers from the European Economic Area (Germany, Austria) that have already established
business relationships with local companies showed an interest in assisting APS and Hit Flores to

add value to their products.

Challenges

¢ A number of companies lack the (1) building infrastructure, (2) basic equipment required for
HACCP implementation, and (3) plant planning and organization systems. Other companies, such
as APS, are in the process of reconstructing their facilities, which delays the HACCP certification

process.

Activities Planned for the Next Quarter

. Ensure that five companies implement HACCP and sell products carrying the certification
before the end of October 2011.

. Raise awareness and further support companies to obtain bio-organic certification for (1)

commodities collected in hilly areas and (2) for organic herb cultivation.
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Non Wood Forest Products

Objective 2: Improve linkage to international markets (Ongoing)

Benchmarks

o At least three new marketing plans adopted and implemented by lead firms.

This activity is still in progress.

o NWEFP firms participate in at least two trade fairs

No significant trade fairs specific to the NWFP sector were organized during the reporting period.
e Kosovo exports NWFP to at least two new markets

Two specialists from the Austrian herb processing company Sonnentor visited APS and its

production fields in order to (1) gain more insights on herb cultivation and (2) to explore

opportunities to buy cultivated herbs from APS.

Hit Flores Company successfully negotiated a sales contract with Krauss, a German processing
company, for the export of an additional 300Mt of juniper berries and a small amount of rosehips
and herbaceous leaves. Hit Flores anticipates that exports of rosehips and herbaceous leaves will

increase in the near future.

Additional Achievements

KPEP offered assistance on negotiations with municipal authorities in Dragash/Dragas to speed up
the planning and approval process for regional companies that require larger facilities in newly

created industrial areas outside the town. Hit Flores was the first company to receive the location

permit to build a new plant; the company is currently in the construction phase.
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Challenges

Our challenge, as in past quarters, is to (1) increase the cultivation capacity for herbs and (2)
encourage farmers to switch from cultivating vegetables to herbs by using organic methods of

production.

Activities Planned for the Next Quarter

. Continue to support APS to maintain existing business relationships with Martin Bauer Ag
Comp, Weleda Comp, and Bionorica Comp.

. Continue to support Hit Flores as it undergoes reconstruction of a new plant; assist the
company as it develops a business plan for new processing, cooling and storing capacities at the
new plant.

. Provide technical assistance to Fungo FF for trials of new cultivated mushrooms.
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Non Wood Forest Products

Objective 3: ldentify new product/market opportunities (Ongoing)

Benchmarks

o At least 50 Mt of wild harvest chestnuts exported

KPEP supported the APS Company to open a new market for chestnuts in Europe; APS has
secured a gentleman’s agreement with two Diaspora companies -- Kelmendi and Babana -- to
buy local wild harvest chestnuts. Kelmendi company representatives will visit Kosovo to finalize
the agreement prior to the harvesting season during Q4.

e At least one value added market opportunity and action plan completed and

implemented as necessary

KPEP successfully supported new variety establishment trials of raspberries in
Strpce/Shterpce and offered technical assistance for raspberry fields in
Dragash/Dragas. Moreover, KPEP in cooperation with the MVM farmers
association in Shterpce, will continue to test local market response for small scale

packaging of fresh raspberries.

Additional Achievements

KPEP encouraged the planting of raspberries in Strpce/Shterpce, a region that is committed to
ecological production and agro-tourism. KPEP supported variety establishment trials of
raspberries in Shterpce (with the same varieties of raspberries used in Dragash/Dragas) in
partnership with a local farmers’ association that is cultivating the fruit without the use of

chemicals or fertilizers.
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Challenges
The main challenge remains the extent of penetration of sweet organic edible chestnuts in a
larger market. With respect to raspberries, the challenge will be the responsiveness of the local

market to the new product.

Activities Planned for the Next Quarter

. Continue extensive research on the international market for chestnuts.

o Continue to create more linkages between local and international chestnut companies.

. Use the KPEP marketing network in order to initiate value added sales of raspberries in the
local market.

Additional achievements

Raspberry Cultivation - KPEP has determined an increasing interest in raspberry cultivation in the
regions of Strpce/Shtrpce and Dragash/Dragas. This has resulted in increased interest in making

the establishment trial site in Strpce/Shtrpce a foundation nursery for expanding plantings during

the next production cycle.

During the course of field work, KPEP attempted to identify vegetable producers with an interest
in herb cultivation either (1) as a major activity or as an activity that was (2) supplementary to crop
rotation of vegetables. As a result, cooperative farmers, farmers’ associations and individual
farmers asked the KPEP specialist for marketing assistance in order to sell their products to local

markets and supermarket chains.
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Forestry: Forests

SAF Budget International Local STTA
Estimate STTA
Workplan $25,000 30 days 20 days
Committed this quarter $19,800 10 0
Total committed to date 0 0 0
Remaining to be 5,200 20 20

programmed

Forestry: Forests

Objective 1: Forest certification through Forest Stewardship Council (Ongoing)

Benchmarks

o FSC will approve the Kosovo Standards for forest management

The standards development group application for accreditation of the Forest Stewardship
Council (FSC) standard for Kosovo is currently under review at the FSC International Centre
Policy and Standard Unit. KPEP recently received confirmation from FSC International’s policy

manager that the Standard Development Group (SDG) application is due to be finalized in Q4.

After receiving the final FSC comments from the FSC Policy and Standards Unit, KPEP

organized a SDG workshop to incorporate these comments and remarks, which concluded with
the drafting of the final version of the FSC Standard for Kosovo (version 3.1). The latter version
was approved at the same meeting via consensus and submitted to FSC for approval. Review

and potential approval of the Standard will take place during the FSC’s Assembly meeting

expected to take place in August 2011.
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o At least three targeted training events conducted at local/community levels for

implementation of the FSC approved standard

KPEP has conducted one out of three planned training events in Dragash/Dragas municipality
with all relevant local governmental and non-governmental stakeholders interested in forestry.
The training was an opportunity for key stakeholders to understand the development process of
the FSC standard. The session also shed light on FSC requirements that must be applied in
forest management operations, benefits of FSC certification and the challenges that Kosovo

faces to achieve preconditions for forest management certification.

KPEP has conducted the second planned training to implement the FSC approved standard in
the Kacanik/ Kaganik municipality. The provision of training events for the local community was
carried out in cooperation between KPEP and KFA personnel, who are transferring their
knowledge of FSC requirements into the daily operations of forestry related stakeholders.
Trainings were conducted to cover the areas of two KFA offices in Prizren and Ferizaj and the
municipalities of Dragas/ Dragash, and Kacanik/ Kacanik. Representatives from other
municipalities, including Decane/ Decani and Peja were included. The purpose of these trainings
was to (1) raise awareness about the need for improvements and to (2) commence
implementation of the FSC requirements on the ground. The needs that must be addressed
include (1) operations management, particularly planning and monitoring, and (2) public
environmental and social concerns related to forest utilization. Protection of labor rights in
management units for certification, and procurement and record keeping practices are also
issues that must be addressed. An additional purpose of the training was to brief participants

about the progress of the FSC Standard for Kosovo.
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e At least one training event for MAFRD staff on requirements for oversight of new Forest
Standard.

Field training for the Ministry of
Forestry and Rural
Development internal audit
team.

The training was held in
Kacanik, in the management
unit in Ahishte.

During the second quarter, KPEP worked on preparations for the planned training, which is
scheduled for the third quarter. KPEP provided municipal forest authorities with information
about the objective of this training. During the third quarter, KPEP conducted a two-day training
session for forest officials at MAFRD, KFA, DF and Municipal forest directorates with respect to
the main principles of FSC audit and the steps that take place in the process prior to FSC
certification. This training provided opportunities for 20 individuals to improve their theoretical
and practical skills on the auditing process. Operational forestry professionals also learned about
(1) the specific aspects of Kosovo forestry operations, (2) the predominant areas for non-
compliance and (3) where most of the effort is needed in order to fill the gaps and meet FSC
requirements before the start of the pre-audit process.

o Kosovo-specific Chain of Custody (CoC) guide

The Chain of Custody Certification (CoC) has already been presented to wood processors in a
meeting with the senior members of the Association of Wood Processors of Kosovo. This is of
crucial importance due to the strong linkages between the sectors. The CoC guide materials are

translated and edited. The CoC guide will be ready in Q4 in a brochure form.

. At least two professionals trained in Kosovo FSC application.

KPEP supported two forest professionals to observe proceedings of the FSC forest certification

audit carried by Soil Association Woodmark at the Hrvatske Sume Company in Croatia. The visit

40



was instrumental in preparing the Kosovo Forest Agency to introduce FSC into the Kosovo
forestry industry. It was also an opportunity for the KFA to observe the actual experience, the
necessary procedures and the documentation needed to comply with the standard. The KFA will

subsequently implement the very useful lessons learned for Kosovo to facilitate introduction of

forest certification.

On the job training of
Kosovo officials by
Woodmark Soll
Association during an
audit process of Hrvatske
Sume in Croatia.

e Kacanik and Dragash/Dragas complete first forest standard audits.

There is nothing to report during this quarter, since the FSC standard has yet to come into force.

Additional Achievements

KPEP engaged the Natural Resources Solution Company to conduct an assessment of 10
sample plots in oak, beach and spruce forests in five selected municipalities: Istog/Istok,
Suhareke/Suva Reka, Dragash/Dragas, Kacanik/Kacanik and Novoberde/Novo Brdo. The results
from the assessment were presented during three workshops in Istog, Suha Reka and
Novoberde/Novo Brdo. The participants discussed the findings and offered feedback and
recommendations on how to treat certain categories of forests in order to improve overall forest
functions and fulfill community needs. Output from these workshops is incorporated into a draft
Administrative Instruction that was submitted to MAFRD’s Forestry Department, for further
processing and approval in order to regulate treatment of this category of forests. In the
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meantime, this Administrative Instruction did not proceed pending the review of the new Forestry
Law. Nevertheless, results of this assessment is being applied in the field and incorporated into
FMU annual plans. For this year, KPEP anticipates that 162.46 ha of young stands will be treated

across Kosovo.

. KPEP started a project supporting pre-commercial cleaning and thinning of young stands
that will undergo silviculture treatment in Northern Kosovo. KPEP anticipates the project will cover
nearly 300 ha. Thus far, KPEP has identified the forest areas in question and have tested two
experimental plots. KPEP has engaged professionals to evaluate the environmental impact of
these operations. The grant will be issued to M&A Leposavic to implement sivicultural treatment
for 162.46 ha in the Leposavic and Zubin Potok area (20 locations). This project will provide
employment opportunities for 60 workers for a four-month period. Initiation of this project will take
place during Q4.

. KPEP continued to share achievements on the FSC standard development process and
forest certification with forestry sector donors, including SIDA, SNV, FAO, EU and the Finnish and
the Norwegian embassies. KPEP is also involved in the Managing Board of the PM’s Office as

observers, where USAID and EU donors have member status.

. KPEP has granted € 14 thousand to the Non-governmental organization Mali to conduct an
education campaign on forest protection in Suhareka, Dragash/Dragas and Junik. The awareness
campaign includes essay competition, painting competition and youth camps in which students
will produce seedlings, to be planted in
October. In Q3 the NGO has made
agreements with municipal education
directorates and has selected the schools
and implemented the further activities:
writing of curricula; lecturing of curricula;
cultivation of seedlings; announcement of
competition for herbarium, essay, painting

and photography. In the next quarter the

camps will be held and winners announced.
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Challenges

° Supporting relevant forestry institutions to improve implementation of the current legislation
and change their planning and operational procedures according to the FSC requirements while
respecting environmental, social and business interests of all interested groups was a challenge
this quarter.

. Obtaining approval from the Forest Stewardship Council on the FSC Standard for Kosovo
following final submission of the Kosovo Standard.

Activities planned for the next quarter

. Continue to coordinate the work of the Kosovo Standard Development Group (SDG) in
order to complete the FSC standard for Kosovo; prepare and certify two Forest Management
Units for preliminary audit and certification.

. Prepare and provide technical support to three wood processing companies to introduce
and start CoC Certification.

o Adopt a short version of the FSC guide for AWPK members on FSC requirements for CoC
certification.

. Continue to support the Kosovo Forest Agency and Municipal forest authorities to meet the
FSC requirement on management units selected for FSC forest certification.

. Offer technical support to forest authorities in Leposaviq and Zubin Potok to prepare an
operation plan for cleaning activities on young stands that require siviculture treatment of
approximately 162 ha as part of the proposed cash for work program.

. Continue donor coordination/synergy development activities in the forest sector.
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Forestry: Wood Processing

SAF Budget International Local STTA
Estimate STTA
Workplan $322,000 67 days 53 days
Committed this quarter $0,00 0 days 0 days
Total committed to date $170.397,74 49 days 5 days
Remained to programmed $0,00 18 days 0 days

Forestry: Wood Processing

Objective 1: Expand market share and develop new products (Ongoing)

Benchmarks

o KPEP assisted firms to develop at least three new products.

KPEP engagement on pursuing new product ideas has been a continuous process during this
reporting period. KPEP has closely worked with five companies that directly impacted the
development of new products.

KPEP continuously instills in companies the importance of producing finished products according
to international market supply and demand. This way, local companies can become more

attractive in regional and international markets.

KPEP is working to increase competitiveness for local manufacturers in the local market. As a
result, products developed and produced for export markets can also be sold in the domestic
market. According to recent data, raw materials imports for this reporting period have increased

by 20% in comparison with 2010 figures — indicating a strong increase in local production.

As part of our promotion strategy, a wide range of wood processing products were introduced into

the local market at the 2011 Natyra trade wood products and furniture fair; 54 wood processors
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and furniture manufacturers from Kosovo and five countries in the region had the opportunity to
exhibit their products. According to AWPK sales estimations, generated revenues will reach € 1.1
KPEP also continued to work with Elnor, Daga and Hoti to prepare products for exhibit at the

furniture fair in Budva, Montenegro.

e Supported firms export new products to at least two new markets.

On the left, opening of the Natyra fair. On the right, furniture exposed in the fair from Elnor a KPEP client.

KPEP and STTA William Vernon worked with Tefik Canga Design, Lesnha In Design and Ku&Ba to

develop a new range of products as demanded by a new market in Ghana.

KPEP supported the exhibition of wood and furniture products at 35 Furniture Fair for household,
office and indoor decoration on from 6™ to 10™ of April in Budva, Montenegro.

AWPK members Elnor, Daga and Hoti, exhibited their products at the traditional furniture fair in
Budva, Montenegro. As a result of this participation, companies reported €92,000

as export sales to Montenegro. Through a fruitful partnership, Elnor and Daga have secured their

product presence in the Montenegro market.

SAF and other KPEP components supported this activity.
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DAQA playground products at the

Budva Fair

HOTI hand-carved products at the Budva Elnor chairs and tables, which were well
Fair received by the Montenegro market
o Sales and furniture design interns are placed in at least three firms.

Postponed for Q4.

o National furniture design competition increases understanding and awareness of the
importance of design capacity in the furniture sector as measured by the number of

designers employed in the sector.

The activity is canceled for this year. The design competition project is postponed for next year

due to complexities related to its execution and implementation.

e At least one major order placed with local manufacturers from a new institutional buyer.

No activity during this quarter.
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o At least 30 carpentry interns placed.

Implementation of this activity started at the end of Q3. KPEP anticipates that 30 interns will be

placed with an array of different companies during Q4.

o At least 20 marketing and furniture design interns placed.

Implementation of this activity started on the end Q3. KPEP anticipates that 20 interns will be

placed with an array of different companies during Q4.

e Furniture design competition supported by interns attracts more interest as measured
by the number of interns engaged in this area.

This benchmark is planned to be implemented in 2012. The reason for postponing is the

implementation of the internship program later than initially planned.

Challenges

Due to challenges specific to the transportation of goods, Kosovo exporters are finding it difficult
to compete in European markets. KPEP is nevertheless continuing to support wood processors in
developing their products for export markets. This strategy, which increases competitiveness has
been effective in increasing the local production share by more than 20%. Due to the
aforementioned issues, Kosovo furniture manufacturers will focus on increasing market share in
local and regional markets. The Budva, Montenegro; Skopje, Macedonia; and Tirana, Albania
furniture trade fairs present the ideal opportunity to penetrate further into these markets. KPEP
will work closely with AWPK to secure financing support.

Activities Planned for the Next Quarter

. Prepare for the September 2011 Wood Processing and Furniture Fair in Tirana, Albania.
. Start internship program for Marketing and Design personnel.
. Continue to search for regional export opportunities and monitor local market penetration.
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Forestry: Wood Processing
Objective 2: Improve production capacity and business practices of wood processing

firms (Ongoing)

Benchmarks

e At least three firms are able to produce products that meet EN or other internationally
recognized standards.

Elnor Company a KPEP client became certified with ISO 9001. The KPEP support for this
certification was indirect, during the last quarter when the company received staff training from an

international consultant.

o At least two companies adopt HR training outcomes and modify their HR management
practice.
Activity completed in previous quarter.

e Faculty of Applied Sciences develops and adapts curriculum for Design and Wood

industry technologies, and wood processing workshop layout.

This activity was dropped.

Additional Achievements

Lesna In Design inaugurated a new furniture manufacturing facility in Lipjan municipality; The
Lesna group made investments valued at € 2 million and created 52 new jobs.

Kitchen cabinets manufacturer Gacaferi opened a new show room in Pristina. Gacaferi also
produced a new technical kitchen cabinets catalogue jointly with other promotional materials; the
SAF component offered financial support for the production of these generic technical catalogues;
Gacaferi has made significant improvements to increase the domestic market share.

With KPEP support, the Ahikos Company has created a modern manufacturing line for producing

cabinets.
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With KPEP support, the Hilmi Deva Company received EU funding from the IOM EU — CSP
project for a foil press unit. As a result, the company has increased its range of products.
KPEP worked with three wood processors to apply for CDF grants, two of which have been
approved and one of which is in the process of being approved. KPEP engagement consists of
offering advice on marketing planning and improving the manufacturing process at the Ardi and

Mebelstil companies.

Activities Planned for the Next Quarter

. Work in close cooperation with AWPK to implement internship program,

. Work with companies to improve their marketing management skills,

Forestry: Wood Processing

Objective 3: Strengthen the Association of Wood Processors of Kosovo (Ongoing)

Benchmarks

o AWPK develops annual strategic plan

Accomplished in Q2.

o AWPK is able to cover at least 50% of the annual cost of implementing the annual

strategic plan

The BSS Component will assess and quantify the progress of the AWPK Association at the

beginning of Q4.

e Increase in the AWPK Association Development Index score from its current rate of 3.1
to 4
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The BSS Component will assess and quantify the progress of the AWPK Association at the

beginning of Q4.

¢ Introduce at least one new member service and create a standard payment process for

its members

Accomplished in Q2.

Additional Achievements

KPEP supported AWPK to compile its annual operational plan. A number of promotional events
have been organized by AWPK. The exhibition of wood processors in Budva, Montenegro and
Natyra 2011 were AWPK’s main activities this quarter. These two activities received financial
support from the KPEP SAF component.

AWPK organized a visit to LIGNA, a worldwide wood processing technology fair in Hanover,
Germany; 12 individuals from 9 companies participated in the fair.

AWPK established a good relationship with the European Federation of Furniture Manufacturers
(UEA) and the association of British Furniture Manufacturers (BFM). In this regard, UEA and
AWPK organized a series of activities including a two day seminar called: “European

requirements for the furniture industry”.

Activities Planned for the Next Quarter

. Support AWPK to implement its annual plan.
. Support AWPK to develop and implement an internship program for Marketing and Design
personnel.
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Forestry: Wood Processing

Objective 4: Promote use of biomass as an alternative energy source (Ongoing)

Benchmarks

e At least two biomass-producing firms increase production capacity

KPEP financial and technical assistance to the Thes Ari Company in Klokot has resulted in
increased manufacturing capacities. Previously, Thes Ari had supplied equipment for drying
wood chips, silos, transportation systems and pellet manufacturing line. The company is how in
the process of installing and testing all production systems. KPEP has offered financial support
for drying systems. Following this investment, manufacturing capacities for briquettes will
increase by 100%, and wood pellets will be produced for the first time. With KPEP support, Thes
Ari received financial support from the Swiss organization SECO, for supplying and installing a

pellet manufacturing unit.

Additional Achievements

KPEP encouraged the German company Brennholzhandel — Krey to start investing in the
processing of forest biomass as an energy resource. Brennholzhandel — Krey made the initial step
by registering its business in Kosovo. A KPEP produced biomass study allowed all four

companies to properly carry out business planning.

Challenges

. Though KPEP has witnessed increased demand by client companies to support investment
of biomass usage, KPEP SAF cannot further support this demand. KPEP will be using the derived
demand to stimulate investment using alternative funds from other interested donors and

investigate the opportunity for developing a biomass investment fund.

Activities Planned for the Next Quarter
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° Continue to promote biomass usage and stimulate investment interest in this sector from

other donors and financial institutions.
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Construction: Road

SAF Budget International Local STTA
Estimate STTA
Work plan $274,000 50 days 0 days
Committed this quarter $0 0 0
Total committed to date $260,810 0 0
Remaining to be $0 0 0
programmed

Construction: Road

Objective 1: Improve local road design capability (Ongoing)

Benchmarks
o Government (MTT) officials are trained on how to pursue and conduct contractual and
supervisory procedures for road design according to international practices, including:
o Using the model RFP/Contract for the design of engineering services, both preliminary
design and detailed engineering design.
o Using the model RFP/Contract for construction.

o Using the model RFP/Contract for engineering supervision work.

The pilot road activity has been dropped from the KPEP work plan due to GoK budget constraints

and this benchmark cannot therefore be realized.

o A certification/specialization program on road design and construction supervision is made

available to Kosovo engineers and delivered to:

o At least 25 Road Design and Road Construction — Graduate Engineers.
o At least five technical government staff (MTT).
o At least ten post-graduate students from the Faculty of Civil Engineering.
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On May 24, the Road design course certification ceremony took place at the University of
Pristina’s Faculty of Civil Engineering and Architecture; 30 engineers who patrticipated in the
training were present at the ceremony and received course completion certificates. Dean of the
Faculty of Civil Engineering Naser Kabashi and a USAID representative spoke at the event.

Participants included:

10 participants from the Road Construction Industry

11 participants who are carrying out graduate studies

7 participants from the Ministry of Transport and Telecommunication

1 participant from the Municipality of Pristina

4 participants from the University (Professors and Teaching Assistants)

Activities Planned for the Next Quarter

o KPEP, UP (the University of Pristina) and TTI (Texas Transportation Institute) will cooperate to

identify possible sponsors for another round of the road design course at the Faculty of Civil
Engineering. The two-week course is scheduled to take place in November 2011.

Construction: Road

Objective 2: Upgrade skills of construction workers (Ongoing)

Benchmarks

° HEOTC site and partnerships established.

° HEOTC established as an ultimately self-sustaining entity.

° At least two new HEOTC courses completed.

KPEP identified the KEK Training center (KEK JSC) as a key partner for the establishment of the
Heavy Equipment Training Center; KEK is heavily involved in the usage of heavy equipment
machinery for its daily operations, including coal mining. USAID selected the HeviCert Company
to implement this activity and establish the training program. HeviCert is highly experienced in

establishing VET Heavy equipment training programs.
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This activity encompassed two rounds of training, which generated 34 certified heavy equipment
operators and 7 qualified instructors. As a result of this successful initiative, KPEP anticipates that

the training certification project will continue on a sustainable basis.

KPEP provided the training center of KEK JSC with a (1) sustainability plan and a (2) strategy on

how to generate income from different sources in order to become financially self sustainable.

° Accreditation of the KEK Training Center (VTC) to provide internationally

recognized training

This activity will take place in Q4.

o Certification of at least 15 welders to higher grades.

We have selected the contractor and have signed the contract. The implementation of this activity
started at the end of Q3; 8 welders from KEK Training sector and representatives of the private
sector were identified to receive training and certification as internationally recognized trainers.

Training will be conducted during Q4.

Additional Achievements

KPEP (via HEOTC) addressed the social problems associated with unemployment by offering this
demographic group valuable skills currently in demand by Kosovo road construction companies.
Companies will benefit from this initiative via more effective implementation of their heavy
equipment resources and increased personnel utilization. Based on this successful initiative,
KPEP is planning to engage different stakeholders, including international donors and

implementers and government ministries.

Challenges

Problems related to the completion of KEK administrative procedures delayed the start of the first
training cycle; moreover, KEK lacked the contractual equipment needed for the first training cycle,

which resulted in severely limiting its ability to conduct effective practical training. Although these

constraints were effectively overcome, permanent resolution remains an issue.
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Activities Planned for the Next Quarter

° In close cooperation with KEK JSC, supervise implementation and follow up on the
sustainability of KEK’s training center for Heavy Equipment operators and Welders.

o Coordinate activities and manage the relationship between private sector companies such
as Bechtel and Enka, and other construction companies

o Supervise the local accreditation process of two training programs, HEOT and Welders.

Construction: Road

Objective 3: Promote employment in road construction industry

Benchmarks

¢ At least one construction sector job fair completed

Due to a lack of interest from construction companies, KPEP has decided to drop this activity from

the annual work plan:

o Atleast 25 university students engaged in internships
o At least 30 interns placed in the sector (up from 11 in Year 2). At least 15 candidates provided
with full-time direct employment placement from job fairs.
Due to a lack of demand from the construction industry, KPEP has postponed this activity for late

Quarter 3/beginning of Q4.

Challenges
. Construction companies’ interest in job fairs and internship programs has either stopped or

postponed some of the planned activities.

Activities Planned for the Next Quarter

. Follow up with the RCAK association on the internship program.
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Construction: Materials

SAF Budget International Local STTA
Estimate STTA
Work plan $180,000 35 days 20 days
Committed this quarter $ 6,500 0 0
Total committed to date $152,500 0 0
Remaining to be $ 28000 35 0

programmed

Construction: Materials

Objective 1: Improve architectural design and engineering services (Ongoing)

Benchmarks

e Establishment of a system for professional licensing of architects and engineers by the

end of 2011.

On May 18, following an intense KPEP effort to push forward the process, MESP Minister Dardan
Gashi approved and signed the Administrative Instruction to create a licensing system for

architects and engineers. Approval of this Administrative Instruction is one tangible step toward a

policy definition for the function of creating a licensing system.

57




The Minister of Environment
and Spatial Planning, Dardan
Gashi (in the middle) during
the signing ceremony of the
Administrative Instruction of
Architects licensing.

The new Administrative Instruction became a bylaw of the existing 2004 Construction Law; it
supersedes Administrative Instruction number 44, Protocol number 05/05 dated 19 April 2005 and
Administrative Instruction number 45, Protocol number 06/05 dated 19 April 2005. The new bylaw
defines all requisite procedures on how to create and manage professional examination and

licensing for architects and engineers.

Further specific documentation required will include the following:

e Develop a legislative instrument required to establish (and to define the role of) Boards to

administer the professional examination process for each profession (Architects and Engineers)

The Administrative Instruction was approved this quarter. Implementation of the bylaw is the next
step for MESP and stakeholders. Implementation also includes preparation of the following

documents as annex regulations:

o Documents establishing the procedures for the examinations (documentary
administration and examination tribunals);

. Documents establishing the principles of the examinations for each profession;

. Documents establishing the draft examinations;

The three benchmarks outlined above are part of the work required for the implementation of the

Administrative Instruction.
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° The legislative instrument required to establish or re-establish the respective professional
chambers;

° By-laws and operational rules to be adopted by the governing body of each professional
chamber (including membership criteria, professional discipline, administration, subscriptions and
SO on);

o In due course, the legislative instrument is required in order to transfer the functions of
the Boards to their respective professional chambers.

The three benchmarks outlined above are achieved this quarter including the approval of the new
Administrative Instruction. Specific articles in the Administrative Instruction regulate procedures

on establishing professional chambers.

e A sustainable and fair system for professional licensing of architects and engineers

During implementation of the Administrative Instruction, KPEP will continue to support MESP
through STTA expertise, a KPEP local consultant and advice to MESP to secure a fair and

sustainable system.

Challenges

. Because the new MESP Minister was not elected until March, the approval of the
Administrative Instruction was postponed to May 18.

. Continuing KPEP support to MESP and other stakeholders is now up to the new Minister,
as he nominates Temporary Board members regulated by the Administrative Instruction. As soon
as a Temporary Board is established, KPEP will engage an STTA to continue supporting the

Board to implement the Administrative Instruction.

Activities Planned for the Next Quarter

. Once the Minister nominates MESP Temporary Board members, KPEP will continue its
support to MESP in implementing the Administrative Instruction. KPEP will support some of the
activities that will be identified during the MESP Board discussions. KPEP will engage an STTA
advisor in this process.

o The KPEP STTA will initially prepare a business plan for the implementation phase. The
plan will primarily be used to leverage potential financial support from donors in order to
implement the newly approved Administrative Instruction. MESP will fund part of the

implementation phase, however the MESP budget is insufficient to cover all implementation costs.
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° The implementation process will also support the preparation of other annex regulations.

Construction: Materials
Objective 2: Assist selected building materials manufacturers to be more competitive in

meeting local, regional and international demand (Ongoing)

Benchmarks
o At least five manufacturers use KPEP assistance to grow and become more competitive

in the market.

Approximately nine building materials manufacturers currently receive direct KPEP assistance in
the form of (1) manufacturer’s business observation visits and consulting advice, (2) investment
cost sharing grants, and (3) researching industry trends and familiarizing government institutions
with the main problems facing the construction materials industry. Other manufacturers receive
support indirectly. KPEP intervention to support the construction materials industry takes place on
two levels: the enterprise and industry levels.

In Q3, KPEP supported five clients to participate in the 10" Annual EXPOKOS Construction
Materials, Energy, Technique and Furniture Fair held May 18 — 21, 2011 in Pristina. Building
materials manufacturers participants included: clay bricks manufacturer Rizam from
Krushe,Prizren; Vinex, a metal processing company from Viti; Extracolors, a paints and plasters
manufacturer from Vushtrri; the Prizren-based metal processing company Profimetal and PVC /
aluminum windows manufacturer, also from Prizren. The fair provided an excellent opportunity for
these companies to promote their products in a trade fair environment. Participation allowed
companies to establish contacts for future business. KPEP cost-shared 70% of the participants

fee.
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KPEP client
Rizam (left)
and Vinex
(right) in
construction
material fair —
Expo Kos

Extracolors and Vinex participation in the fair was particularly successful. Extracolors established
150 new contacts and is in the process of negotiating the export of its products to Montenegro,
Albania and Macedonia. The company noted a 10% increase in sales following the trade fair (in
comparison with the same period last year).

Vinex sucessfully negotiated a €22,000 transaction with Bechtel, mainly for the sale of ground
metal stairs for infrastructure holes. Furthermore, Vinex sold 10,000 sg/m greenhouses soon
after the fair; at a price of €10 per sq/m which resulted in €100,000 of new sales. The company
has entered into discussions with seven potential clients for guardrails. Further outcomes of the

fair are yet to be determined.

Clay bricks manufacturer Rizam was the only Kosovo clay brick manufacturer present at the fair.
Rizam was enthusiastic about the opportunity to participate in Expokos and exhibit its products In

Eastern Kosovo.

On May 5, KPEP organized a roundtable discussion with all seven existing Kosovo clay bricks
manufacturers. The focus of the event was to discuss mutual challenges for business growth and
strategies for eliminating existing business barriers. Participating companies included: Brickos
from Kamenice; Niki S from Gjakove; Rizam from Mamushe; Tulltorja from Landovice; Ringovi i ri

from Peje; Eurobllok from Podujeve and Vllezerit Geci from Skendera,.

A Ministry of Finance advisor was also present for the event. Key issues discussed included:
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¢ Kosovo Customs should allow the import of heavy oil that has a sulfur content higher than 2% ;
this is common practice in all neighboring countries and would lower production costs for
manufacturers, in turn allowing them to be more competitive in the market.

o Complicated procedures at the Mainlining and Minerals Commission should be simplified.

e The high price of KEK electric energy during the winter season. In some neighboring countries,
manufacturers receive energy price discounts.

e The prevailing recommendation was to create a new association that would lobby the
government on behalf of the industry. This activity spurred Kosovo Chamber of Commerce
president Mr. Gerxhaliu to meet with all clay bricks manufacturers and convince them to organize
a separate group within the Kosovo Economic Chamber. KPEP will keep a close eye on how clay

bricks manufacturers defend the interests of their industry.

e At least three firms develop new markets as a result of applying international production
standards to their manufacturing processes.

Rizam Holding, a clay hollow bricks manufacturer, receives KPEP support for the purchase of
equipment to establish an internal lab that ensures the quality of raw materials, the production
process and final products. Rizam will be expected to take advantage of opportunities to export to
Northern Albania.

Extracolors is making progress toward export; KPEP anticipates seeing the positive results of the

company’s activities soon.
o Three locally manufactured building products received international certification.

KPEP continues to encourage building materials manufacturers in Kosovo to produce products in
accordance with Kosovo’s European harmonized standards adopted by the Ministry of Trade and
Industry. The first step toward product certification is to ensure that it complies with EN standards.
Though a number of manufacturers already comply with product standards, in general, they fail to
demonstrate this compliance to markets. The Directorate of Accreditation is not yet a member of
the European Accreditation and cannot accredit the existing Kosovo Institute and Labs for
material testing. In order to win EU tenders, the Kosovo manufacturer should therefore document

that its products are certified internationally or as per EN standards.
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With respect to pipe product international certification, KPEP assisted two Austrian Standards
Institute experts during their June 23 visit to Ferplast pipe manufacturer in Ferizaj. The visit aimed
to (1) assess the situation of the company and (2) identify next steps the company must take in
order to secure product certification. In Q4, the Austrian Standards Institute (accredited in Vienna)
to certify construction products, will prepare a detailed offer to KPEP and Ferplast on type testing

and certification of Ferplast corrugated sewerage and drinking water pipes.

e Assisted firms realize an additional € 500,000 in increased sales.

We anticipate that Vinex and Brickos will experience a €2 million increase in annual sales after
they finalize their cost shared investments in new production lines with KPEP in 2011. In Q3,
Vinex launched its newest machinery to produce road guardrails, and KPEP expects to see
improved performance in the market by the end of the year.

Once Ferplast receives its international product certification, KPEP anticipates the company will
experience additional sales. International product certification takes time and is quite expensive

for companies.
e Assisted firms create 20 new jobs

At the end of March, the Viti/Vitina based Vinex launched its newest line of road guardrail
production. As soon as it is completed, this new line should create 25 new jobs. KPEP plans to
contribute to this investment with a 10% cost share. To date, no other company in Kosovo

manufactures a similar product.

Beyond the 25 new jobs created, this investment will lead to a new product in the local market, an
increase in the company’s capacity and a 60% import substitution rate in the metal guardrail

market.

KPEP has also joined forces with Brickos on a cost sharing investment to build new tunnel kiln for
bricks production. KPEP’s 8% cost share in the investment will contribute to increased capacities
in the clay construction materials industry. This investment will lead to the creation of 30 new jobs,
a 100% increase in clay products production increase and a 6% import substitution rate in the clay
bricks market. The investment will help the company become more competitive in the market.
Clay bricks production in Kosovo currently fulfills 70% of the country’s market demand; Kosovo

imports approximately 30% of clay products as bricks from Serbia.
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o At least two firms export a product to a new market.

Extracolors is showing positive signs of plans to export to neighboring countries in the near future.

Challenges

° A number of construction materials manufacturers require large investments to increase
production, sales, generate new jobs and stay competitive in the local and regional markets. Most
owners’ investments following privatization initially invested in facilities construction.
Manufacturers now face difficulties with cash flow, high interest credit, lack of foreign direct
investment and lack of government support. In the third quarter, KPEP’s planned support for
Vinex and Rizam was put on hold on due to environmental issues raised by USAID environment

experts. The issues at Rizam have been resolved; issues at Vinex are pending resolution in Q4.

Activities Planned for the Next Quarter

. Follow up on the KPEP assistance process and ROI at Vinex in Viti; Brickos in Kamenice;
Rizam Holding in Krushe e Madhe, Prizren;

o KPEP will continue to focus on finding interested investors for Rizam to secure financing for
a new roof tile production plant. The planned investment is estimated to be approximately €12
million. Currently, Kosovo does not produce clay roof tiles. Rather, it imports them from
neighboring and other countries.

. KPEP will continue its efforts to secure international certification for the main pipe products
of Ferplast, in Ferizaj.

. KPEP will increase support to non-direct clients: building material manufacturers.
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Information Communication Technology (ICT)

SAF Budget International Local STTA
Estimate STTA
$242,000 20 days 10 days
Committed this quarter $34,200 16.5 days -
Total committed to date $67,153 16.5 days
Remaining to be $174,847 3.5 10
programmed
ICT

Objective 1: Promote foreign direct investments in BPO

Benchmarks

At least two companies invest in Kosovo's BPO sector, with at least 60 new hires in this
subsector. The foreign investment should generate at least $150,000 worth of IT goods and

services procured locally.

o KPEP promoted the Kosovo BPO sector as an attractive investment destination to local and
international investors by engaging several IT and BPO companies in Kosovo that are interested
in investing in this sector. KPEP anticipates that with project’s support, Kosovo firms with strong
business ties to German speaking countries will start piloting BPO operations with clients in Q4.
Adaptivit has received a grant from CDF to procure the necessary equipment; the company is
planning to start operations in September. Baruti, a company founded by Kosovo Diaspora in

Switzerland, is interested in starting an inbound call center that specializes in Swiss German.

o Earlier in the year, KPEP organized meetings with top executives from leading Indian BPO
firms such as Wipro, Aegis, AXA Business Services and NASSCOM, India's premier trade body

and the chamber of commerce of the IT-BPO industries representatives. The Deputy Chief of
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Party and an international STTA from Silicon Valley conducted the meetings. The results of

these meeting are still being felt with continued interest from at least 2 companies.

¢ Aegis Global continues to collect data about BPO opportunities in Kosovo using KPEP
resources. As a result of the meetings with Indian BPO firms, the CEO of a major Indian BPO
company mentioned Kosovo as (1) a potential destination for expansion and as a (2) prominent

B2B outsourcing portal (www.sourcingline.com) in an Indian news publication.

e KPEP continues to work with interested investors to promote the Kosovo BPO sector

worldwide.

¢ [ndian BPO Company Quattro is interested in starting operations in Kosovo, pending support
from government subsidies to cover the technology cost of implementing the company’s work-
from-home model, whereby agents work from home rather than a central office model. According
to Quattro, this model is becoming more widely used than the central office model of outsourcing
services. Quattro is also examining the possibility of using Kosovo to offer German translation

services to their video game industry clients.

¢ Since Kosovo firms showed minimal interest in attending the Call Center World in Berlin,
KPEP supported ICT Association participation in the prominent international CeBIT in quarter 2
ICT fair in Hannover, where three ICT firms (Rrota, Logistics Plus and PBC) presented their
products. STIKK and three Kosovo firms made 107 new contacts at the fair. Currently, the
companies are following up on specific opportunities and STIKK plans to conduct a survey in
September 2011 to review results from the trade fair. Logistics Plus reported that one EU
company was seriously interested in outsourcing software development, while another company
was interested in buying the rights to its leading software application. KPEP is examining ways

to assist Logistics Plus in this process.
At least 100 people trained and hired to work as call center agents. (Cancelled)
¢ Activity cancelled because, disappointingly, STIKK did not complete the project deliverables

on time. STIKK has failed to demonstrate that it can meet the benchmarks outlined in the

contract.
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The Investor Guide (1) promotes Kosovo call centers to entrepreneurs and local and
international investors and (2) facilitates the establishment of new call centers.
Approximately five existing call centers improve their operations or new investors believe

their investment was facilitated as a result of information contained in the guide.

o KPEP used the Investor Guide produced in Q1 to attract FDI from Indian BPOs as well as
other foreign investors. IPAK is pleased with the guide and plans to use it as part of its
investment promotion activities. This guide will serve as an essential tool to attract more local
and foreign investment in this sector. IPAK and a number of businesses are using the guide to
present BPO opportunities to potential investors, or clients in the case of local BPO ventures.
Moreover, IPAK published the guide on its website and produced printed copies that were used
at the CeBIT IT fair in Hannover and IPAK offices.

¢ Kosovo firm Adaptivit used the investor guide to present Kosovo’s advantage as a near shore

destination for providing services to a German client.

Additional Achievements
KPEP promoted the Kosovo BPO sector to the CEO of one of the largest call centers in Sofia,

Bulgaria. KPEP raised awareness about the sector’s potential to local investors.

KPEP increased awareness of the BPO investment potential in Kosovo and gained support from
government stakeholders such as IPAK, the Kosovo Ministry of Trade and Industry and the
Kosovo ICT Association. As a result of KPEP's promotion of the sector, other donors, including

the Community Development Fund, have committed to investing in this sector.

Cacttus, a Kosovo-based ICT firm, received equity investment from the European Bank for
Reconstruction and Development. This is the first time an investment bank has invested in a
Kosovo ICT firm. This investment will be used to (1) modernize the company, (2) fund new
investment projects that will grow the company throughout 2011 and 2012 and (2) support
Cacttus' expansion to Albania and Macedonia. KPEP advised Cacttus during the process of

securing this equity investment.

Challenges
Kosovo’s image with foreign investors has deteriorated as a result of recent political events and a

less than favorable recent World Bank report and Transparency International rankings.

67



The Investment Promotion Agency of Kosovo has received a very low level of funding as a result

of the World Bank’s withdrawal from funding its activities this year.

Activities Planned for the Next Quarter

Follow up with Indian investors (Continued)

ICT
Objective 2: Improve product offering, sales and marketing of customized IT business

solutions and government solutions for the local and regional market (Cancelled)

Benchmarks

30 local and international companies exhibit at the ICT fair. The event leads to new
opportunities for local and international ICT firms to expand their product offerings and
outsourcing potential in Kosovo. (Cancelled)

e Cancelled due to low interest by ICT firms to participate in a local ICT fair.

The activities outlined in this objective should generate 25 new employees and $200,000 in
transactions. (Cancelled)

e Cancelled due to low interest by ICT firms.

Additional Achievements

KPEP developed a partnership between one of Kosovo's largest ICT firms and a Bulgarian ICT
company with substantial presence throughout the region. The partnership will allow Cacttus to
(1) expand its product offerings to Kosovo and Albania, and (2) to provide a distribution
opportunity for its software products in the Bulgarian market.
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Challenges

Previous trade fairs held in Kosovo were unsuccessful; as a result, ICT firms have been reluctant

to participate in them.

Activities Planned for the Next Quarter

None

ICT

Objective 3: Foster growth of communication technology via regional expansion (Ongoing)

Benchmarks

KPEP’s contribution to IXP finalized

o KPEP continued to work with all stakeholders to finalize the first Kosovo IXP. KPEP initiated
the procurement for a portion of the equipment and convinced Cisco to donate a majority of the
required equipment. In the second quarter, KPEP’s contribution was successfully finalized and
the equipment, together with the Cisco donated equipment, was delivered at the IXP premises.
The IXP Manager together with the technical specialist from the Packet Clearing House
successfully installed the equipment. IXP was successfully launched at an opening ceremony

organized by TRA on June 23.

TRA assumes leadership of an operational IXP
¢ TRA hired Agron Fazliu as the IXP Manager to lead Kosovo IXP operations starting in May
2011. Fazliu worked with Packet Clearing House to complete the IXP installation and is now

managing the IXP operations.

Three local companies obtain 1ISO 27001, an internationally recognized security certificate
that will help local ICT companies compete in local and regional tenders that require IT
Internet security services. (Cancelled)

o KPEP has decided to cancel this activity due to a low ROI and insufficient demand from the

industry.
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Additional Achievements

KPEP has worked to secure additional funding for this objective from the Royal Norwegian
Embassy, CISCO Systems and Packet Clearing House. As a result, KPEP has achieved
substantial cost savings without altering the quality of the project.

KPEP has promoted the upcoming launch of the Internet Exchange Point with various ICT
companies, which has led to numerous initiatives to invest in data center projects. In Q4, PC
World Albanian and CIO (two industry magazines) will interview KPEP as part of a feature on the
IXP story in Kosovo. This activity will promote the use of IXP to the Kosovo ICT Community.

Challenges
Working with multiple donors and stakeholders resulted in a lengthier process, thus slowing

progress.

Activities Planned for the Next Quarter

ICT
Objective 4: Strengthening STIKK and developing a long-term strategy for its sustainability
(Ongoing)

Benchmarks

KPEP will assess and quantify the ICT Association’s progress to update the Association
Development Index (ADI) tool from Year 2. STIKK’s ADI index score will increase from 3.1
to 4

¢ |n Q4, KPEP will measure and quantify the progress made by STIKK Association based on

ADI indicators.

KPEP will develop new member services, including individual membership

o KPEP researched various individual membership models, which KPEP presented to STIKK.
In Q3, KPEP designed and developed a comprehensive package for introducing the Individual
Membership service to professional and student members. STIKK will decide on timing for this

service launch.
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STIKK will develop a five-year strategic and financial sustainability plan
This activity was completed in Q3 as part of an effort to increase STIKK’s ADI index. In Q3,
KPEP provided support to STIKK to (1) finalize its strategic plan and (2) to create an annual work

plan for the coming years.

At least 30 university students recruited and placed in firms

KPEP modified its approach for this benchmark by working directly with firms that have a demand
for interns; KPEP also continued to work with STIKK to place interns for its members. A few
companies have approached KPEP with grant applications to fund internship programs at their
firms. STIKK also continued to recruit interns to be placed in ICT firms; according to STIKK, ICT
firms recruited 60 interns. KPEP continues to work with STIKK to identify opportunities to increase

the interns’ chances for employment following the internship.

At least 70% of interns hired full-time following graduation

¢ Internships are still ongoing.

Challenges
STIKK showed a lack of commitment during the strategic planning project. A workshop organized
by KPEP was canceled because a significant number of STIKK board members failed to attend

the event, though they confirmed patrticipation. As a result, completion of the activity was delayed.
Activities Planned for the Next Quarter
KPEP will support STIKK to organize an internship program which is expected to create jobs and

strengthen the companies.

KPEP will support STIKK to serve individual IT professionals offering membership and services.
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ICT

Objective 5: Improve the legal and regulatory environment for the ICT sector

Benchmarks

STIKK employs the analysis in the regional ICT legal and regulatory comparison report and
makes recommendations to improve the legal and regulatory environment for ICT sector
competitiveness. (Cancelled)

. Cancelled because a similar report was produced by STIKK in collaboration with UKAId

and Crimson Capital.

KPEP will assist STIKK to organize its advocacy efforts and to lobby for enhanced
competitiveness in the industry.

. KPEP advocated on behalf of STIKK at the AmCham Competitiveness Committee and
presented its case for regulatory reform as a means to achieve industry growth. STIKK did not

demonstrate initiative for advocacy or lobbying despite KPEP’s offer to support these efforts.

Challenges
We anticipate that STIKK’s demands for reform, which focus on removing import duties and
reducing the Value Added Tax on ICT products, will be challenging as a result of (1) extensive

government budget constraints and (2) issues related to the International Monetary Fund.
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ICT
Objective 6: Develop tailored trainings based on the recommendations of the ICT Skills

Gap Analysis (Ongoing)

Benchmarks

Develop and deliver training commensurate with the findings of the skills gap analysis.
e In Q1, STIKK started to develop a Skills Gap Analysis by compiling a questionnaire for ICT
firms and ICT educational institutions. In March 2011, STIKK completed the first draft of the
Skills Gap Analysis report. KPEP sent its comments and feedback to STIKK, in anticipation of
receiving back a final report with incorporated comments and necessary revisions. KPEP
received the final Skills Gap Analysis report, which does not specifically recommend training
programs that address the skills gap in the industry. The report recommended policy changes
and reforms in the educational sector rather than quick interventions that can remedy the skills

gap in the industry. The report was presented on June 22"

Challenges
KPEP received the Skills Gap Analysis draft and final report from STIKK with significant delay.

The report did not make clear recommendations on training needs.

Activities Planned for the Next Quarter

KPEP to explore specific training needs for ICT firms.
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Tourism

SAF Budget International Local STTA
Estimate STTA
Workplan $208,000 42 days 100 days
Committed this quarter 36,521 0 0
Total committed to date 64,315 42 days 100 days
Remaining to be 107,164 0 0
programmed
Tourism

Objective 1: Improve marketing of Kosovo as a tourist destination (New)

Benchmarks

e At least a 50% increase in the number of multi-regional tours and international tourists
hosted by KPEP clients.

In Year 2, KPEP’s focus was to help